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DALLAS/FORT WORTH SNAPSHOT AT YEAR-END 2009

Regional Economy: Among Nati ono6s
But Employment Lags

59,100.

5.3% a year ago. U.S. rate: 10.2% in October 2009.
e Outlook: Recovery to strengthen
employment growth will lag.

12-month payroll job losses through October 2009:
October 2009 unemployment rate: 8.3%, up from

in 2010, but
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Office Market: Contraction Slows

4" quarter net absorption: Negative 103,000 SF;
2009 total: Negative 35,000 SF.

Overall vacancy rate: 17.7%, same as Q3, but up
from 17.2% a year ago.

Rents: Down 4.8% across all classes of office

space in 2009. Likely to decline further in 2010.

Office Vacancy Rates

Selected Metro Areas
Year-End 2009
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The Dallas/Fort Worth office market remains in the

contraction phase of the market cycle, suggesting the
following strategies:

Tenants: Take advantage of power position by
negotiating extended, favorable terms or
upgrading to higher-quality space.

Developers: Look to acquire discounted assets
for redevelopment during the next cycle. Take
steps to ensure future
ready. o

Institutional Investors: Optimize performance
of existing assets to ensure stable tenancy.
Pursue discounted assets with an eye to long-
term growth.

Opportunity Investors: Seek well-located
buildings with short-term occupancy or financial
challenges.
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THE DALLAS/FORT WORTH

METROPLEX ECONOMY Unemployment Rates
Large Metro Areas

October 2008 vs. October 2009
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The Metroplex economyi s among the natio
emerging from the recession. According to the
Brookings I nstitut iewon ProdubtF W6 s
(GMP) increased 1.5% in the 3 quarter of 2009
compared to the 2" quarter (not annualized), ranking

12" in the nation. But weakness in the .
Trade/Transportation and Professional Services i Sl Sa Sl Ri Sl SN Nt : ‘
sectors continues to drag down the job market. Was Den Bos |DRWJHou Phx Nv. N Al S-Fa S eesn
Metroplex payroll employment decreased by 59,100
jobs i 2.0% i over the 12 months ending October 2009.
By comparison, national employment declined by 4.0% An
over this same period. While most core sectors of the

local economy continue to experience job losses, the e The Financial and Professional Services sector
Education/Health sector remains strong, adding remains weak, but has not experienced the depth of
22,300 jobs over the 12 months ending October 2009. job losses seen in other metro markets.

e Although the Manufacturing sector continues to
payroll Job Growth shrink, the outlook for future conditions is improving.

Dallas/Fort Worth e Job losses in Trade & Transportation continue to
1993 October 2009 drag down the local economy.

e The Hospitality & Convention sector has been
weakened by reduced discretionary spending, but
the groundbreaking of the Dallas Convention Center
Hotel projects confidence in the industry going
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The Financial, Professional and Technical Services
sector continued to experience job losses in the
Metroplex, shedding 6,800 jobs i a 2.9% decrease 1
over the 12 months ending October 2009. Meanwhile,
Plano-based oil and natural gas company Denbury
Resources Inc. will acquire Fort Worth-based Encore
Acquisitions to create one of the largest crude-oil
focused exploration and production companies in North
America. The $4.5 billion deal, which will allow Denbury
to double its current inventory of oil reserves and
expand its future growth potential, was financed by J.P.
Morgan. Also in the world of energy finance, UBS
Investment Bank has hired a team of 18 bankers from
Fortis Bank to open an energy lending practice in
Dallas. In a statement, bank representatives indicated
that the move was made to capitalize on opportunities
to arrange transactional financing in the current
environment.

In the private investment arena, Metroplex companies
raised $246.4 million during the 3 quarter of 2009, up
from $135.2 million during the 2" quarter, but down
from $274.6 million in the comparable period of 2008.
3" guarter volume was boosted by one major deal
which made up more than one third of the total
transactional volume; Dallas-based Talon Oil & Gas
raised $90 million in equity from a syndicate of investors
including EnCap Investments LP, Citigroup Private
Equity, the Dodge Jones Foundation and Mansefeldt
Investment Corp.

The regional Manufacturing industry lost 9,600 jobs i a
3.4% decrease 7 over the 12 months ending October
2009. Five years after breaking ground, Texas
Instruments will open its 1.1 million square foot chip-
manufacturing plant in Plano. Texas Instruments is how
ready to open the facility after seeing increased
customer demand for the high-performance chips that
will be manufactured there. Eventually, the plant will
employ up to 1,000 people and will create chips to be
used in smart phones, netbooks and computer systems.

The October report of the Texas Manufacturing Outlook
Survey from the Federal Reserve Bank of Dallas
reported that while manufacturing activity fell in October,
the outlook for future conditions is improving. Most
indexes for current activity turned negative from last
quarter, suggesting that output contracted over the past
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month after stabilizing in September. However, several
indexes of future activity strengthened in October, with
future indexes for capacity utilization and shipments
climbing to their highest levels in more than two years.
Meanwhile, the Texas Industrial Production Index was
down 3.7% over the 12 months ending September
2009, as overall manufacturing output declined as
demand for goods remains weak.

Texas Industrial
Production Index
1987 i 2009
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Source: Federal Reserve Bank of Dallas; December 2009. *YTD average through September 2009.

The Trade, Transportation and Utilities sector lost
24,100 jobs T a 3.8% drop i over the 12 months ending
October 2009. But in a vote of confidence in the rail
industry, Fort-Worth based railroad freight-hauler
Burlington Northern Santa Fe is set to be acquired by
Warren Buffett 6 s
for $44 billion. In what will be the largest acquisition in
the history of Berkshire Hathaway, it will take full control
of Burlington Northern and buy up its outstanding debt.
Burlington Northern is considered the biggest player in
its industry, with revenue of more than $18 billion in
2008 and $3.6 billion during the 3" quarter of 2009.

Meanwhile, statistics continue to indicate difficulties at
Fort Worth-based AMR, the parent company of
American Airlines. The airline reported that for October,
the number of passengers
fell 4.2 percent when compared to the same month last
year.

,llllllhk

DELTA
ASSO‘?]A"I;HS

Company

Year-End 2009

i nvest mentHathawaym, B

boa



TRANSWESTERN™ Outlook

A market report for commercial real estate executives

The Hospitality/Convention sector lost 2,100 jobs over
the 12 months ending October 2009 &6 a 0.7%
decrease. According to Smith Travel Research, Dallas
experienced a 13.7% decline in hotel occupancy,
compared to the national average decline of 9.9%, over
the 12 month period ending September 2009. Over the
same period, the average daily hotel rate in Dallas fell
8.2%, compared to a national decline of 9.1%.
Nonetheless, with an eye to the future, the city of Dallas
has broken ground on the Omni Dallas Convention
Center Hotel. Slated to open in early 2012 in downtown
Dallas, the new 1,000-room, 23-story hotel will be
dedicated to conventions and business travelers. The
project is publicly funded, and will be backed by the sale
of $500 million in revenue bonds.

Dal | as/ Fo rinform&tbon/Tehebosn sector lost
3,700 jobs over the 12 months ending October 2009, a
4.3% drop. In a move aimed at enhancing the

companyos wireless cowngrtmge

remain more competitive, Dallas-based AT&T has
completed its $2.7 billion acquisition of Centennial
Communications Corporation. The acquisition will allow
AT&T to pick up network coverage across the Midwest
and Southeast while gaining 893,000 former Centennial
wireless customers.

According to the National Association of Realtors, the
median single-family home price in the Dallas/Fort
Worth metro area slipped to $150,500 in the 3" quarter
2009, though it is up 0.2% from the 3™ quarter of 2008.
Although the median sales price of an existing single-
family home in Dallas is still well below the national
average of $177,900, the Metroplex market continues to
outperform the nation, as the median U.S. home price
fell 11.2% over the past year. According to reports from
Realty Trac Inc., foreclosures in Texas were up 17% in
September 2009 when compared to the previous
month, and up 43.7% since September 2008. Texas
foreclosure filings were up as well, up 11.3% in the 3™
quarter of 2009 from the previous quarter and 8.7%
from 3" quarter 2008. Overall, there were 29,838 filings
during the quarter in the state of Texas, or one in every
316 housing units. Foreclosure filings represent
properties in an earlier stage of the foreclosure process
that have not yet been repossessed by lenders.
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THE DALLAS/FORT WORTH METROPLEX
ECONOMIC OUTLOOK

Although one of the leading economies emerging from
the national recession, the local economy remains
sluggish and will continue to experience weakness as
we move into 2010. Reduced consumer spending and
busi nes sating measuses continue to act as a
drag on growth. But as economic growth picks up, job
losses will ease in 2010, before positive job growth
resumes in 2011. We estimate Dallas/Fort Worth will
lose approximately 51,000 jobs in 2009, when the
numbers are finalized, and 20,000 in 2010, before
adding 35,000 in 2011.

Job Forecast
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2009 i 2011

120,000 I
100,000 ‘
80,000 7
60,000 -
40,000 -
20,000 ~

0 1
-20,000 7
-40,000 T
-60,000 T

-80,000 T
2001 2002 2003 2004 2005 2006 2007 2008 '2009 2010 2011

8-Year Average = 28,200/Annum

Annual Job Growth

Source: Bureau of Labor Statistics, Delta Associates; December 2009.
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AMERICAN RECOVERY AND REINVESTMENT ACT OF 2009:

DFW STIMULUS SPENDING WATCH AS OF YEAR-END 2009

Stimulus Spending Picks Up

Through November 2009, there are 404 active projects
in the Dallas/Fort Worth area that are receiving Federal
stimulus dollars allocated under the American Recovery
and Reinvestment Act of 2009 (ARRA). At present, the
total value of all active projects is $2.9 billion, with the
vast majority, 216 projects valued at $2.6 billion,
occurring in Tarrant County.

Total Value of Active ARRA-Funded
Stimulus Projects,
Selected Metro Areas

Year-End 2009
161

$14.0

Total Value in Billions of $
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Source: Recovery.org, Delta Associates; December 2009.

According to Recovery.gov, the estimated total impact
on the state of Texas over the next two years will be
269,000 jobs created or saved as a direct result of
ARRA, second-most after California.

Recovery.govi s t he u. sS.
tracks the ARRA with a big-picture approach, and is
particularly useful for information on job creation under
the program. Recovery.org is an independent website
that breaks down ARRA spending by category and
tracks active projects nationwide.
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Notable Projects: Alternative Energy Projects
Chasing Stimulus Dollars

A Chinese-American venture between Dallas investor
Cappy McGarr, Austin-based Cielo Wind Power LP and
Ch i n a-Bosver Bnergy Generation Systems Ltd. is
planning a massive wind farm in West Texas, a project
that will represent the largest Chinese investment in
U.S. renewable energy. The 36,000-acre wind farm,
scheduled to come on-line in 2011, will be owned by a
joint venture of U.S. and Chinese energy firms and will
rely, in part, on a stimulus grant worth as much as $450
million to make the project attractive financially.
Announced and signed in Washington, D.C., the project
must begin construction in 2010 to qualify for the
stimulus grant.

Summit Power Group, which employs former Dallas
Mayor Laura Miller, has applied for stimulus funding to
help build a clean coal plant near Odessa. The
company applied for the stimulus grant under the Clean
Coal Power Initiative, and is seeking up to $350 million
in aid. Summit aims to build a coal gasification plant that
captures carbon dioxide emissions.

Total Value of Active ARRA-Funded
Spending Programs,
State of Texas

Year-End 2009

35007 $3,139

Total Value in Millions of $

Public Safety Energy and Education Infrastructure
Environment

Source: Recovery.org, Delta Associates; December 2009.
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THE DALLAS/FORT WORTH METROPLEX
OFFICE MARKET

Market Contraction Slows

Activity in the DaIIas/Fort Worth office market remained
lethargic during the 4™ quarter of 2009, as demand for
office space remained weak. Companies continue to
refrain from hiring and are not looking to expand in this
cost-cutting environment. Meanwhile, vacancy rates
held steady and rental rates continued to edge down.

Office Absorption and Employment
Dallas/Fort Worth
1982 i 2009
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Net Absorption Change in Employment

Source: Bureau of Labor Statistics, Delta Associates; December 2009. *12-month job growth ending October 2009.

Net Absorption Negative

Net absorption of office space totaled negative 103,000
SF in the Metroplex in the 4" quarter of 2009, compared
to a revised negative 1.0 million SF in the 3" quarter.
The health of the medical offlce space market helped
stabilize the market in the 4™ quarter. For the year,
DFW net absorption for all space totaled negative
35,000 SF. 2009 net absorption by class of space:

4™ Quarter 2009
e ClassA: (397,000)SF  (766,000) SF
e Class B: 278,000 SF 928,000 SF
e ClassC: 16,000 SF (197,000) SF
« TOTAL: (103,000)SF  (35000) SF

TRANSWESTERN’
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As a point of comparison, net absorption for just multi-
tenant office space totaled negative 470,000 SF during
the 4" quarter of 2009; the 2009 total for the multi-
tenant market is negative 121,000 SF for the Metroplex.
Our reported inventory, which includes multi-tenant as
well as single-tenant and owner-occupied office space,
captures 60 million SF more than the multi-tenant
market alone.

Dallas Metro net absorption totaled negative 40,000 SF
in the 4™ quarter of 2009. The DFW/Freeport Coppell
submarket was the strongest during the 4" quarter,
recording positive net absorption of 177,000 SF. The
Universal Technical | nsti tut e of
occupancy of 95,000 SF at Regent Office Center helped
fuel the absorption in this submarket. Dallas Class A
properties experlenced negative net absorption of
134,000 SF during the 4" guarter of 2009, while Class B
properties accounted for positive 107,000 SF of net
absorption. Dallas Metro net absorption for all space
totaled negative 140,000 SF for the year.

Fort Worth Metro net absorption totaled negative 63,000
SF in the 4™ quarter of 2009. As was the case last
quarter, most of the contraction occurred in Class A
space, at negative 263,000 SF. The Fort Worth CBD
again recorded significant negative net absorption, at
96,000 SF, driven largely by space hitting the market at
777 Main Street i Carter Burgess Plaza. Fort Worth
Metro net absorption for all space totaled positive
105,000 SF for the year.

Net Absorption of Office Space

and Vacancy Rate Trends
Dallas/Fort Worth
1999 2009
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Source: Vacancy i Delta Associates analysis of CoStar data;
Net Absorption i Delta Associates; December 2009.
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The amount of sublease space immediately available in
the Metroplex increased by 412,000 SF in the 4"
quarter of 2009; it increased by approximately 474,000
SF over the past 12 months. There is currently 3.1
million SF of sublease space on the market 1 1.1% of
the standing inventory.

Vacancy: Holds Steady in the 4™ Quarter

The overall Metroplex vacancy rate was 17.7% at yeatr-
end 2009, unchanged from the 3" quarter, but up from
17.2% a year ago.

The direct office vacancy rate edged down to 16.6% at
year-end 2009, from 16.7% in the 3" quarter, but is up
from 16.3% a year ago. The sublease vacancy rate rose
20 basis points in 2009 as firms looked to cut costs.

DFW vacancy rate by class at year-end 2009:

Direct Overall
e Class A 17.1% 18.7%
e ClassB 17.4% 18.2%
e ClassC 9.9% 10.1%

Direct Office Vacancy Rate

Dallas/Fort Worth
%7 1982 i 2009
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Source: Delta Associates, CoStar; December 2009.
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Overall vacancy rate at year-end 2009 in select
submarkets:

e East LBJ Freeway 22.0%
e Dallas CBD 21.9%
e North Dallas Tollway 21.8%
e Fort Worth CBD 12.4%

Metro-wide vacancy rates for all classes of multi-tenant
office space are rising, with the overall Metroplex
vacancy rate at 22.0% at year-end 2009, up from 21.7%
in the 3" quarter. The multi-tenant vacancy rate is
higher than our reported rate because the single-tenant
market, which we include in our inventory, tends to be
more stable and includes many fully-occupied build-to-
suits.

A note about our vacancy methodology: we define
vacancy as physically unoccupied space.

We expect the DFW office vacancy rate to rise to the
upper-18% range next year, before the Metroplex
economy rebounds and demand for office space
improves.

Construction and Deliveries Down in 2009;
Pre-Leasing Up

There is 1.9 milion SF of office space under
construction or renovation in the Metroplex at year-end
2009, down from 2.8 million SF in the 3" quarter and
6.6 million SF a year ago.

Space under construction or renovation at year-end
2009 is 68% pre-leased, compared to 60% in the 3"
quarter and 59% a year ago. Construction financing
continues to be difficult to obtain, and underwriters are
requiring significant pre-leasing to move forward.
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SUMMARY OF OFFICE MARKET INDICATORS - ALL SPACE

DALLAS/FORT WORTH METROPLEX

2006 THROUGH 2009

December 2009 December 2009
Total Total Direct Vacancy Rate Vacancy SF Under Net Absorption (SF) 4
Total | Rentable SF | Vacant SF At End Of: Rate Constr. or

Submarket Bldgs [ All Bldgs. ¥ All Bldgs. 2006 2007 2008 2009 w/ Sublet Renovation 2006 2007 2008 4th Q 09 2009
Dallas 2,203 | 238,482,658 [ 44,576,102 18.1%| 17.4% 17.4% 17.5% 18.7% 1,746,016 4,531,000 | 3,310,000 | 3,839,000 (40,000)(  (140,000)
Fort Worth 695 46,454,209 5,794,504 9.6% 9.5% 10.5% 11.9% 12.5% 190,194 1,046,000 546,000 942,000 (63,000) 105,000
Total - DFW 2,898 | 284,936,867 [ 50,370,606 16.7%| 16.1% 16.3% 16.6% 17.7% 1,936,210 5,577,000 [ 3,856,000 | 4,781,000 | (103,000) (35,000)
Vacancy Rate with Sublet Space 17.5%| 17.1%) 17.2%) 17.7%)

1/ Includes buildings 15,000 SF and greater.
2/ Net change in physical occupancy for direct and sublet space combined.

Does not include buildings under construction or buildings owned by the government.

Source: Inventory and Vacancy from analysis of CoStar data, net absorption computed by Delta Associates; December 2009.

Delta Associates, the research affiliate of Transwestern, is headquartered at:

500 Montgomery Street, Suite 600, Alexandria, VA 22314; Phone: 703-836-5700; www.DeltaAssociates.com

Office Space U/C and Renovation

Dallas/Ft. Worth

Year-End 2009
Submarket SF % Pre-leased
Allen/McKinney 17,600 57%
Central Expressway 190,001 62%
Denton/Lewisville 36,000 0%
Preston Center 79,937 59%
Richardson 1,022,000 99%
Upper Tollway/West Plano 29,808 26%
Uptown /Turtle Creek 370,670 0%
Dallas Subtotal 1,746,016 68%
Hurst/Euless/Bedford 26,000 73%
Southeast Ft Worth 15,452 100%
Southwest Ft Worth 43,508 100%
Westlake/Grapevine 105,234 40%
Fort Worth Subtotal 190,194 63%
DFW Total 1,936,210 68%

Source: CoStar, Delta Associates; December 2009.

Of not e, we have not
750,000 SF training facility in the Westlake/Grapevine
submarket as part of our inventory under construction.
Although the 750,000 SF project broke ground in
November, the property is not being developed as
traditional office space, but rather as an employee
training facility including 800 guest rooms, 35
classrooms, and multiple conference spaces.
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957,000 SF of office space was delivered in DFW in the
4" quarter of 2009, bringing the annual total to 4.1
million SF. This total is down from 2008, when 5.9
million SF of new office space came on-line. Of space
delivered in 2009, 28% was leased upon delivery,
compared to 45% a year ago. The largest delivery of the
4" quarter was at 2501 North Harwood Street i Saint
Ann Court in the Uptown/Turtle Creek submarket. This
314,000 SF Class A building was delivered at 65%
leased with notable tenants such as Boston Consulting
Group and t he
International.

Office Rents: Sliding Further as Demand
Remains Weak

Office rents continued to decline in Dallas/Fort Worth
during the 4™ quarter of 2009, and have fallen 4.8%
since year-end 2008 for all classes of office space
combined. Metroplex average asking rents by class of
space at year-end 2009 and percentage change since
year-end 2008:

Declagsint t e $AahiPO s
e C(Class B $17.09

N50Y4
-3.9%

Rents likely will continue to decline well into 2010 as
demand for office space remains weak. With vacancy at
elevated levels, landlords continue to lower rents in an
effort to attract tenants. However, better buildings in
better submarkets have and will continue to outperform
these market-wide averages.
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Average Office Rents

Dallas/Fort Worth
1982 7 2009
(All Classes of Office Space)
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Source: Delta Associates, CoStar; December 2009.

Investment Sales: A Very Quiet Year

We recorded $176 million of office investment sales in
all of 2009 compared to $1.6 billion in 2008, as near-
frozen capital markets continued to preclude deal-flow.
4" quarter volume was minimal, and we recorded just
$14.0 million. Although we expect sales volume to
remain low as we move into 2010 and until market and
credit conditions improve, we also expect to see more
distressed assets trade hands in the period ahead. The
most notable deal of 2009 was the $61 million sale of
Providence Towers at 5001 Spring Valley Road in the
North Dallas Tollway submarket.

Selected 2009 Office Transactions:

Property/Submarket Sale Price/Buyer

$61 million ($116/SF)
KBS Realty Advisors

Providence Towers
North Dallas Tollway

$18.5 million ($182/SF)
The Mack Company

Gateway Office Center
DFW Freeport/Coppell

Source: Real Capital Analytics; December 2009.
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Comparative Investment Sales Volume

Office Product
2002 i 2009

\

Billions of $

DFW

Phoenix

Source: Real Capital Analytics, graphic by Delta Associates; December 2009,

Sales prices averaged $84/SF in the Metroplex in 2009,
compared to $195/SF in 2008 and down 20% to 25%
from values recorded from 2001 through 2007. Of note,
the 2008 average was inflated by the sale of five
trophy/medical office buildings. The presence of a
sizeable bid/ask gap continues to affect valuations and
limit transactions.
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